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FINANCIAL-COMPLIANCE  AUDITS 


Financial-compliance  audits  are  conducted  by  the  Office  of  the  Legislative  Auditor  to  deter- 
mine if  an  agency's  financial  operations  are  properly  conducted,  the  financial  reports  are  pre- 
sented fairly,  and  the  agency  has  complied  with  applicable  laws  and  regulations  which  could 
have  a  significant  financial  impact.  In  performing  the  audit  work,  the  audit  staff  uses  stand- 
ards set  forth  by  the  American  Institute  of  Certified  Public  Accountants  and  the  United  States 
General  Accounting  Office.  Financial-compliance  audit  staff  members  hold  degrees  with  an 
emphasis  in  accounting.  Most  staff  members  hold  Certified  Public  Accountant  (CPA) 
certificates. 

The  Single  Audit  Act  of  1984  and  OMB  Circular  A- 128  require  the  auditor  to  issue  certain 
financial,  internal  control,  and  compliance  reports  regarding  the  state's  federal  financial 
assistance  programs,  including  all  findings  of  noncompliance  and  questioned  costs.  This 
individual  agency  audit  report  is  not  intended  to  comply  with  the  Single  Audit  Act  of  1984 
or  OMB  Circular  A- 128  and  is  therefore  not  intended  for  distribution  to  federal  grantor 
agencies.  The  Office  of  the  Legislative  Auditor  issues  a  statewide  biennial  Single  Audit 
Report  which  complies  with  the  reporting  requirements  listed  above.  The  Single  Audit  Report 
for  the  two  fiscal  years  ended  June  30,  1991  has  been  issued.  Copies  of  the  Single  Audit 
Report  can  be  obtained  by  contacting: 
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Room  135,  State  Capitol 
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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  financial-compliance  audit  report  on  the  Department  of  Natural 
Resources  and  Conservation  for  the  two  fiscal  years  ended  June  30,  1992.   Included 
in  this  report  are  recommendations  concerning  indirect  cost  recovery  and  federal 
compliance  issues.   The  department's  written  response  to  the  recommendations  is 
included  in  the  back  of  the  audit  report. 

We  thank  the  director  and  department  staff  for  their  assistance  and  coopera- 
tion throughout  the  audit. 


Respectfully  submitted, 


Scott  A.  Seacat 
Legislative  Auditor 
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Summary  of  Recommendations 


This  listing  below  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the  report, 
the  department's  response  thereto,  and  a  reference  to  the  supporting  comments. 


Recommendation  #1 


Recommendation  #2 


We  recommend  the  department  recover 
indirect  costs  as  required  by  law 


Agency  Response:   Concur.   See  page  B-4. 

We  recommend  the  department  accrue 
expenditures  at  fiscal  year-end  for  all 
valid  obligations  as  required  by  state 
law  and  policy 


Recommendation  #3 


Agency  Response:   Concur.   See  page  B-4. 

We  recommend  the  department  continue 
to  work  with  Accounting  Bureau  to  ensure 
the  proper  accounting  for  transactions 
involving  defaulted  loans 


Recommendation  #4 


Recommendation  #5 


Agency  Response:  Concur.  See  page  B-4. 

We  recommend  the  department  prepare  and 
submit  the  annual  Petroleum  Violation 
Escrow  expenditure  report  within  the  time 
required  by  federal  regulation 


Agency  Response:   Concur.   See  page  B-5. 

We  recommend  the  department  notify  State 
Revolving  Fund  Loan  recipients  that  the 
loans  are  subject  to  federal  audit  require- 
ments  


Agency  Response:   Concur.   See  page  B-5. 
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Introduction 


IntrodDction 


We  performed  a  financial-compliance  audit  of  the  Montana 
Department  of  Natural  Resources  and  Conservation  (department) 
for  fiscal  years  1990-91  and  1991-92.  The  objectives  of  the 
audit  were  to: 


1.  Determine  the  department's  compliance  with  applicable 
laws  and  regulations. 

2.  Make  recommendations  for  improvement  in  the  depart- 
ment's management  and  internal  controls. 

3.  Determine  if  the  department's  financial  schedules  fairly 
present  the  results  of  operations  for  the  two  fiscal  years 
ended  June  30,  1992. 

4.  Determine  the  implementation  status  of  prior  audit  recom- 
mendations. 

This  report  contains  five  recommendations  that  address  areas 
where  the  department  can  improve  accounting  procedures  and 
compliance  with  laws  and  regulations.   Other  concerns  not  hav- 
ing a  significant  effect  on  the  successful  operations  of  the 
department  are  not  specifically  included  in  this  report,  but  have 
been  discussed  with  management.   In  accordance  with  section 
5-13-307,  MCA,  we  analyzed  and  disclosed  the  cost,  if  signifi- 
cant, of  implementing  the  recommendations  made  in  this  report. 


Background 


The  legislature  established  the  Department  of  Natural  Resources 
and  Conservation  under  the  Executive  Reorganization  Act  of 
1971.   The  department  manages,  develops,  and  regulates  use  of 
Montana's  land,  water,  and  energy  resources.   A  seven-member 
Board  of  Natural  Resources  and  Conservation  appointed  by  the 
governor  has  final  authority  for  approving  reservations  of  water 
under  the  Montana  Water  Use  Act,  approving  the  siting  of 
energy  developments  covered  by  the  Major  Facility  Siting  Act, 
and  approving  flood  plain  delineations.   The  board  also  acts  in 
an  advisory  capacity  to  the  department  in  other  matters. 


The  department  is  organized  into  the  following  six  divisions: 
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Centralized  Services  Division  -  includes  the  director's  office  and 
provides  support  services  such  as  accounting  and  budgeting, 
payroll,  purchasing,  systems  analysis  and  data  processing,  legal 
counsel,  and  personnel  to  all  other  programs  in  the  department. 

Conservation  and  Resource  Development  Division  -  supervises, 
coordinates,  and  assists  Montana's  soil  and  water  conservation 
districts  and  grazing  districts  in  their  efforts  to  protect 
Montana's  resources.   It  implements  the  state  rangeland  resource 
program,  administers  loans  to  private  landowners  under  the 
rangeland  improvement  loan  program,  and  provides  grants  to 
qualified  conservation  districts  for  a  variety  of  conservation- 
related  projects.   The  division  awards  loans  and  grants  for 
projects  to  develop,  maintain,  or  improve  water  and  other  renew- 
able resources. 

Energy  Division  -  administers  the  Montana  Major  Facility  Siting 
Act,  the  Alternative  Energy  Grant  and  Loan  Program,  the 
Energy  Emergency  Powers  Act,  and  federally  sponsored  energy 
conservation  programs.   It  conducts  environmental  impact  and 
monitoring  studies  of  energy  projects,  develops  energy  policy, 
conducts  feasibility  studies  of  alternate  energy,  monitors  energy 
supplies  and  demand,  and  is  responsible  for  energy  emergency 
response  planning. 

Oil  and  Gas  Conservation  Division  -  administers  Montana's  oil 
and  gas  laws  to  promote  conservation  and  prevent  wasteful  prac- 
tices in  the  recovery  of  these  resources.   It  issues  drilling 
permits,  regulates  exploration,  drilling  and  production,  and 
classifies  and  inspects  wells.   The  oil  and  gas  conservation 
division  is  attached  to  the  department  for  administrative  pur- 
poses only.   Its  overall  supervision  and  direction  come  from  the 
seven-member  board  of  oil  and  gas  conservation,  which  is 
attached  to  the  department  for  administrative  purposes  only. 

Water  Resource  Division  -  administers  state-owned  water 
resource  projects,  water  rights,  and  water  reservations.   Its 
activities  include  interstate  coordination  of  water  issues, 
centralized  water  rights  record-keeping,  state  water  planning, 
dam  safety,  flood  plain  management,  weather  modification,  and 
drought  planning.   In  addition,  the  division  provides  adminis- 
trative support  to  the  board  of  water  well  contractors,  which 
adopts  administrative  rules  regulating  licenses  and  establishing 
minimum  construction  standards  for  water  wells. 

Reserved  Water  Rights  Compact  Commission  -  The  staff  of  the 
reserved  water  rights  compact  commission  is  administratively 
attached  to  the  department,  although  the  commission  itself  is 
organizationally  a  part  of  the  governor's  office.   The  commission 

Page  2 


Introduction 


negotiates  compacts  to  quantify  the  federal  reserved  water  rights 
of  the  Indian  tribes  and  federal  agencies  located  in  the  state.  Its 
staff  provides  support  services  such  as  historical  and  legal 
research,  and  analyses  of  soils,  vegetation,  and  hydrology.   For 
budgetary  purposes,  the  commission  was  considered  a  separate 
program  starting  fiscal  year  1989-90. 

The  department  operated  with  approximately  262  full-time 
equivalent  positions  during  fiscal  year  1991-92. 
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Prior  Audit  Recommendations 


Prior  Audit  We  performed  an  audit  of  the  department  for  the  two  fiscal 

Recommendations  years  ended  June  30,  1990.  The  report  contained  three  recom- 

mendations applicable  to  the  department's  operations.   The 
department  concurred  with  the  three  recommendations.   We 
reviewed  the  implementation  status  of  these  recommendations 
during  our  audit.   Of  the  three  recommendations,  the  department 
implemented  two  and  did  not  implement  one.   The  recommenda- 
tion not  implemented  relates  to  petroleum  violation  escrow 
moneys  and  related  federal  reporting.   This  recommendation  is 
again  discussed  on  page  8. 
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Findings  and  Recommendations 


Indirect  Cost  Recovery  The  department  received  federal  assistance  from  the  U.S. 

Department  of  Agriculture  Soil  Conservation  Service  (SCS)  and 
the  Environmental  Protection  Agency  (EPA)  during  the  audit 
period.  The  Soil  Conservation  Service  provided  $38,000  and 
$26,500,  respectively,  in  the  two  fiscal  years  ending  June  30, 
1992.   The  EPA  provided  the  department  with  $290,000  for  a 
solid  waste  management  project  in  fiscal  year  1992-93.   The 
department  did  not  recover  the  indirect  costs  of  these  programs 
from  the  federal  government  as  required  by  state  law.   Section 
17-3-111,  MCA,  requires  state  agencies  receiving  federal  grants 
to  negotiate  and  seek  to  recover  "to  the  fullest  extent  possible" 
the  indirect  costs  associated  with  managing  the  federal  program. 
Indirect  costs  are  those  costs  incurred  by  the  agency  for  general 
government  operations  to  manage  the  federal  program. 
Examples  of  indirect  costs  are  payroll  processing,  accounting 
personnel  time,  or  facility  space. 

The  department's  indirect  cost  rates  have  ranged  from  8.4  to 
18.1  percent  for  the  three  fiscal  years  ending  June  30,  1993.   We 
estimate  the  department  may  have  recovered  indirect  costs  up  to 
$8,000  from  the  SCS  grant,  and  $42,300  from  the  EPA  grant,  if 
it  had  requested  the  recovery  when  it  applied  for  the  grant. 
Department  officials  indicated  when  two  divisions  applied  for 
the  federal  assistance  they  did  not  negotiate  to  recover  indirect 
costs  for  administration.   They  indicated  the  divisions  normally 
coordinate  funding  requests  with  the  Centralized  Services  Divi- 
sion (CSD).   The  officials  said  in  these  two  instances  CSD  was 
not  contacted  prior  to  submitting  the  grant  application  and,  as  a 
result,  indirect  cost  recovery  was  not  negotiated. 

After  department  personnel  realized  the  EPA  grant  proposal  did 
not  address  indirect  costs,  they  resubmitted  an  amended  pro- 
posal.  However,  the  EPA  awarded  the  grant  based  on  the  initial 
proposal  and  was  reluctant  to  amend  the  grant.   The  department 
decided  to  request  EPA  approval  for  a  budget  change  which 
would  deduct  the  $3,200  of  indirect  cost  from  the  $290,000  grant 
award.   Subsequently,  the  department  did  recognize  $3,200  of 
indirect  cost  recovery. 
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Findings  and  Recommendations 


Recommendation  #1 

We  recommend  the  department  recover  indirect  costs  as 
required  by  law. 


Accounting  Issues  State  law  requires  transactions  entered  on  the  state's  accounting 

system  be  recorded  in  accordance  with  policies  established  by 
the  Accounting  Bureau  of  the  Department  of  Administration 
(Dof  A).   We  noted  two  instances  where  department  personnel  did 
not  record  transactions  in  compliance  with  state  accounting 
policy. 


Expenditure  Accrual  The  department  improperly  charged  $124,686  of  expenditures  to 

its  fiscal  year  1992-93  appropriation  rather  than  to  its  fiscal  year 
1991-92  appropriation.   State  policy  requires  agencies  to  accrue 
expenditures  at  each  fiscal  year-end  for  all  valid  obligations. 
The  policy  states  services  which  have  been  rendered  prior  to 
June  30  each  year,  but  not  yet  paid,  are  valid  obligations  of  the 
state  and  must  be  accrued.  State  law  prohibits  agencies  from 
spending  more  than  their  appropriation. 

At  fiscal  year-end  1991-92,  the  department  received  an  invoice 
for  contracted  services  amounting  to  $144,686.  The  invoice 
indicated  the  contracted  services  were  performed  in  fiscal  year 
1991-92.   However,  we  noted  the  department  accrued  only 
$20,000  in  fiscal  year  1991-92  and  recorded  the  remaining 
expenditures  against  its  fiscal  year  1992-93  appropriation.   As  a 
result  the  department  understated  expenditures  in  fiscal  year 
1991-92  by  $124,686. 

Department  personnel  indicated  the  entire  $144,686  was  not 
accrued  in  fiscal  year  1991-92,  because  they  believed  there  was 
insufficient  appropriation  authority  remaining.   Upon  sub- 
sequent review,  the  personnel  found  sufficient  appropriation 
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Findings  and  Recommendations 


authority  remaining  in  other  accounts  where  the  transaction 
could  have  been  properly  recorded. 


Recommendation  #2 

We  recommend  the  department  accrue  expenditures  at  fis- 
cal year-end  for  all  valid  obligations  as  required  by  state 
law  and  policy. 


Recording  Loans  Which  The  department  improperly  recorded  revenue  and  bad  debt 

are  in  Default  expense  amounting  to  $66,000  when  it  received  a  building  that 

had  been  used  as  collateral  for  a  defaulted  loan.   Generally 
accepted  accounting  principles  (GAAP)  require  that  collateral 
received  on  a  defaulted  loan  be  recorded  as  an  asset  on  the 
accounting  records.   Also  GAAP  requires  that  loans  receivable 
be  reduced  by  the  fair  market  value  of  the  collateral  received. 
Because  we  could  find  no  written  state  policy  describing  how  the 
department  should  have  properly  accounted  for  the  building  and 
defaulted  loan,  we  spoke  with  officials  at  the  Dof A,  Accounting 
Bureau,  after  we  noted  the  transaction  during  the  audit.  The 
DofA,  Accounting  Bureau,  is  responsible  for  establishing  state 
accounting  policy.   Accounting  Bureau  officials  indicated  there 
is  no  written  state  policy  governing  how  to  account  for  this 
specific  type  of  transaction.  They  indicated,  however,  that  the 
$66,000  value  of  the  building  should  not  have  been  recorded  as 
revenue  or  bad  debt  expense  on  the  state's  financial  records. 
Since  SBAS  does  not  provide  for  a  more  descriptive  account 
classification,  the  bureau  suggested  that  the  department  record 
the  building  as  a  temporary  investment  rather  than  revenue  until 
it  is  sold  or  otherwise  disposed.   In  addition,  the  department 
should  have  reduced  the  loan  receivable  by  the  fair  market  value 
of  the  building  it  received,  rather  than  recording  $66,000  in  bad 
debt  expense. 

We  believe  that  recording  the  building  on  SBAS  as  a  temporary 
investment  does  not  adequately  describe  the  nature  of  the 
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transaction.   Currently,  SBAS  does  not  provide  an  appropriate 
asset  classification  for  a  building  which  is  held  for  resale.   The 
department  should  work  with  the  Accounting  Bureau  to  establish 
a  control  account  on  SBAS  for  property  held  for  resale. 

Because  there  is  no  state  policy  for  recording  defaulted  loans, 
and  the  department  did  not  document  the  basis  for  recording  the 
transaction,  department  officials  could  not  explain  why  the 
transaction  was  improperly  recorded.   The  officials  indicated 
that,  in  the  future,  the  department  will  continue  to  work  with 
the  Accounting  Bureau  to  ensure  the  proper  recording  of 
defaulted  loans. 


Recommendation  #3 

We  recommend  the  department  continue  to  work  with 
Accounting  Bureau  to  ensure  the  proper  accounting  for 
transactions  involving  defaulted  loans. 


Compliance  with 
Federal  Regulations 


The  department  receives  federal  financial  assistance  from  several 
federal  departments.   We  performed  tests  to  determine  the 
department's  compliance  with  applicable  federal  regulations.   We 
identified  concerns  which  are  discussed  in  the  following  two 
report  sections. 


Untimely  Federal  Reports 


The  state  of  Montana  receives  oil  overcharge  Petroleum  Viola- 
tion Escrow  (PVE)  moneys  (Catalog  of  Federal  Domestic  Assis- 
tance [CFDA]  #81.999)  as  the  result  of  the  settlement  of  various 
federal  lawsuits  against  petroleum  companies.   The  department 
administers  the  programs  funded  by  these  PVE  moneys.   Federal 
regulations  require  the  department  to  prepare  and  submit  a 
report  each  year  within  90  days  after  the  end  of  the  state  fiscal 
year  describing  the  projects  and  expenditures  financed  with  PVE 
moneys.   The  department  had  not  submitted  the  reports  for  fiscal 
years  1990-91  or  1991-92  as  of  January  1993. 
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Department  personnel  stated  preparation  of  the  annual  reports 
has  been  delayed  because  they  needed  more  time  to  gather 
program  and  financial  information  from  other  state  agencies. 
However,  we  noted  the  department  sent  letters  to  the  other  state 
agencies  requesting  the  necessary  information  more  than  four 
months  after  the  fiscal  year  1990-91  report  was  due  to  the  fed- 
eral government.   We  believe  the  department's  failure  to  file  the 
1990-91  annual  PVE  report  more  than  16  months  after  the  dead- 
line is  excessive.   The  department  should  gather  information 
necessary  to  prepare  and  submit  these  reports  in  a  timely 
manner.   We  reported  this  concern  in  the  prior  audit.  The 
department  concurred  with  the  recommendation  but  did  not 
implement  it. 


Recommendation  #4 

We  recommend  the  department  prepare  and  submit  the 
annual  Petroleum  Violation  Escrow  expenditure  report 
within  the  time  required  by  federal  regulation. 


Identification  of  Federal  The  state  is  participating  in  an  Environmental  Protection  Agency 

Assistance  (EPA)  program  to  assist  local  government's  efforts  to  control 

water  pollution.  The  EPA  provides  capitalization  grants  (CFDA 
#66.458)  to  the  state  for  the  establishment  of  a  state  revolving 
loan  fund  (SRF).   Through  the  SRF,  the  state  makes  loans  to 
local  governments  for  construction  or  improvement  of  waste 
water  treatment  systems.   The  department  does  not  identify  the 
loans  as  federal  assistance  or  notify  the  loan  recipient  of  federal 
audit  requirements. 

Department  personnel  have  not  informed  local  governments  that 
a  loan  is  federal  assistance  because  initially  the  department  con- 
sidered the  moneys  state  funds  rather  than  federal.  The  Federal 
Single  Audit  Act  of  1984  defines  federal  financial  assistance  as 
grants,  loans  or  loan  guarantees.  The  federal  Office  of  Manage- 
ment and  Budget  (OMB)  Circular  A- 128  requires  the  department 
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to  identify  federal  assistance  awarded  to  recipients.   The  circular 
further  requires  the  recipient  or  subrecipient  of  federal  assis- 
tance to  be  audited  in  accordance  with  federal  standards. 


Recommendation  #S 

We  recommend  the  department  notify  State  Revolving  Fund 
Loan  recipients  that  the  loans  are  subject  to  federal  audit 
requirements. 
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Summary  of  Independent  Auditor's  Report 


Summary  of  Indepen-  The  auditor's  opinion  issued  in  this  report  is  intended  to  convey 

dent  Auditor's  Report  to  the  reader  of  the  financial  schedules  the  degree  of  reliance 

which  can  be  placed  on  the  amounts  presented. 

We  issued  an  unqualified  opinion  on  the  Schedule  of  Changes  in 
Fund  Balances,  the  Schedule  of  Budgeted  Revenue  -  Estimate 
and  Actual,  and  the  Schedules  of  Budgeted  Program  Expendi- 
tures and  Transfers  Out  by  Object  and  Fund  -  Budget  and 
Actual.   This  means  the  schedules  are  fairly  stated  in  all  material 
respects  and  the  user  may  place  reliance  on  the  information 
presented. 
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STATE  OF  MONTANA 


LEGISLATIVE  AUDITOR: 
SCOTT  A.  SEACAT 

LEGAL  COUNSEL: 

JOHNW.  NORTHEY 


^tfitt  ixt  tit^  ^t^isinit^t  ^nhiiitx 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARYBRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  financial  schedules  of  the  Department  of  Natural 
Resources  and  Conservation  for  each  of  the  two  fiscal  years  ended  June  30,  1991  and  1992, 
beginning  on  page  A-4.  These  financial  schedules  are  the  responsibility  of  the  department's 
management.  Our  responsibility  is  to  express  an  opinion  on  these  financial  schedules  based  on  our 
audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.   Those 
standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether 
the  financial  schedules  are  free  of  material  misstatement.   An  audit  includes  examining,  on  a  test 
basis,  evidence  supporting  the  amounts  and  disclosures  in  the  financial  schedules.   An  audit  also 
includes  assessing  the  accounting  principles  used  and  significant  estimates  made  by  management, 
as  well  as  evaluating  the  overall  financial  schedule  presentation.   We  believe  that  our  audit 
provides  a  reasonable  basis  for  our  opinion. 

As  described  in  note  1,  the  financial  schedules  presented  on  a  comprehensive  basis  of 
accounting  other  than  generally  accepted  accounting  principles.  The  schedules  are  not  intended  to 
be  a  complete  presentation  and  disclosure  of  the  department's  assets,  liabilities,  and  cash  flows. 

In  our  opinion,  the  financial  schedules  referred  to  above  present  fairly,  in  all  material 
respects,  the  results  of  operations  and  changes  in  fund  balances  of  the  Department  of  Natural 
Resources  and  Conservation  for  the  two  years  ending  June  30,  1991  and  1992,  in  conformity  with 
the  basis  of  accounting  described  in  note  1. 


Respectfully  submitted, 

James  Gillett,  CPA 
Deputy  Legislative  Auditor 


January  8,  1993 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  50.  1992 


FUND  BALANCE:  July  1,  1990 

ADDITIONS 

Fiscal  Year  1990-91 

Budgeted  Revenue  &  Transfers  In 

Nonbudgeted  Revenue  &  Transfers  In 

Prior  Year  Revenue  Adjustments 

Prior  Year  Expenditure  Adjustments 

Support  From  State  of  Montana 

Cash  Transfers  In 

Direct  Entries  to  Fund  Balance 

Fiscal  Year  1991-92 

Budgeted  Revenue  &  Transfers  In 

Nonbudgeted  Revenue  &  Transfers  In 

Prior  Year  Revenue  Adjustments 

Prior  Year  Expenditure  Adjustments 

Direct  Entries  to  Fund  Balance 

Support  From  State  of  Montana 

Cash  Transfers  In 

Prior  Year  Transfers  In  Adjustments 

Total  Additions 


General  Fund 


Special 

Debt 

Revenue 

Service 

Funds 

Funds 

$16.421.717 


$37.218.120 


52,191 

5,522,247 

24,201 

10,571,265 

15,513,421 

21,168 

11,048 

8,800 

138,182 

4, 

,153.889 

196,548^ 

6,940,730 

479,350, 

3,340,596 

134,560 

3,740,683 

19,368 

29,374,664 

28,433,822 

147 

68,017 

17,131 

768,437 

6,110 

6,989,753 

4 

,068,103 

7,018,391 

412,624 

(19.694) 
64.144.090 

8 

.681.048 

55.180.614 

REDUCTIONS 

Fiscal  Year  1990-91 

Budgeted  Expenditures  &  Transfers  Out 

Nonbudgeted  Expenditures  &  Transfers  Out 

Prior  Year  Revenue  Adjustments 

Prior  Year  Expenditures 

Nonbudgeted  Prior  Year  Expenditure  Adjustments 

Direct  Entries  to  Fund  Balance 

Fiscal  Year  1991-92 

Budgeted  Expenditures  &  Transfers  Out 

Nonbudgeted  Expenditures  &  Transfers  Out 

Prior  Year  Expenditures 

Direct  Entries  to  Fund  Balance 

Nonbudgeted  Prior  Year  Expenditure  Adjustments 

Nonbudgeted  Prior  Year  Transfers  Out  Adjustments 

Prior  Year  Revenue  Adjustments 

Total  Reductions 

FUND  BALANCE:  June  30,  1992 


4,430,944 

22,300,002 

95,531 

18,067,608 

4,686 

(9,426) 
5,665 
3,525,968^ 

4,245,418 

31,800,458 

1,338,351 

31,499,352 

(101,852) 
6,995,863^ 

6,918 

(19,694) 

26.256 

8.681.048 

65.950.560 

49.580.440 

i                 0 

$14,615,247   ! 

t     42.818.294 

See  note  5  on  page  A-9. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-8. 


Additional  information 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

SCHEDULE  OF  BUDGETED  REVENUE  &  TRANSFERS  IN  -  ESTIMATE  &  ACTUAL 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1992 


Fiscal  Year  1991-92 

GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


Charges 

for 
Services 

Federal 

Indirect 

Cost 

Recoveries 

Licenses 

and 
Permits 

Investment 
Earnings 

Fines  & 
Forfeits 

Sale  of 

Docunents, 

Merchandise 

Rentals, 
Leases  & 
Royalties 

Miscellaneous 

Grants, 
Contracts, 
Donat  i  ons 

Other 

F  i  nanc  i  ng 

Sources 

$  8,300 
5.390 

$120,000 
129.170 

$  (2.910) 

$  9.170 

Federal 


Total 


$   128,300 
134.560 

$    6.260 


SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

Fiscal  Year  1990-91 

GENERAL  FUND 
Estimate  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

SPECIAL  REVENUE  FUND 
Estimate  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$454,126    $  3,000    $  305,000    $  79,000 
402.189       1.001       13.175     92.604 


$  950,000 
529.655 


$  7,200 
10.268 


$(51,937) 

$  (1.999) 

$(291,825) 

$  13.604 

$(420,345) 

$  3.068 

$  10,300 
9.112 

$  36,250 
43.079 

$  (1.188) 

$  6.829 

$353,410 
430.581 

$  22,300 
12.005 

$  305,000 
16.550 

$106,708 
96.916 

$  219,000 
4.000 

$  950,000 
532.588 

$  7,200 
7.494 

$  77.171 

$^10,295) 

$(288,450) 

$  ^9,792) 

$^215,000) 

$(417,412) 

$   294 

$  70,000      $  85,000    $  3,583,362    $  2,179,430    $  7,716,118 
56.346         6.120     1.640.959       988.366     3.740.683 

$  (78.880)   $(1.942.403)    $(1.191.064)   $(3.975,435) 


$   46,550 
52.191 


5.641 


$  401,620 
83,056 


$  6,649,925 
3.694.204 


$  1,757,090   $10,772,253 
644,853     5,522.247 


$(318.564)   $(2.955.721)    $(1.112,237)   $(5,250,006) 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-8. 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 
SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  AND  TRANSFERS  OUT  BY  OBJECT  AND  FUND 

BUDGET  AND  ACTUAL 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1992 


PERSONAL  SERVICES 
Salaries 

Other  Compensation 
Employee  Benefits 
Total 


Centralized 
Services 

$  1,006,449 

2,600 

224.765 

1.233.814 


Oil  &  Gas 
Regulation 

$  511,823 

6,200 

116.766 

634.789 


Reserved 

Conservation 

Water 

Water 

Resource 

Resources 

Rights 

Development 

and 

Conpact 

Division 

Planning 

Conmission 

491,752 
538 

112.944 


605.234 


$  3,172,800 

2,875 

722.177 

3.897.852 


$251,742 

9,471 

57.228 

318.441 


Energy 
Planning 

$  978,271 

220.963 
1.199.234 


Total 

$  6,412,837 

21,684 

1.454.843 

7.889.364 


OPERATING  EXPENSES 
Other  Services 
Supplies  &  Materials 
Connuni  cat  ions 
Travel 
Rent 

Utilities 

Repair  &  Maintenance 
Other  Expenses 
Total 


79,781 

89,142 

169,551 

2,592,181 

20,116 

502,875 

3,453,646 

16,368 

16,215 

7,870 

81,668 

5,427 

18,119 

145,667 

29,248 

32,423 

27,254 

176,575 

7,545 

36,000 

309,045 

14,250 

24,447 

42,360 

117,264 

24,689 

76,357 

299,367 

249,011 

6,690 

4,060 

97,991 

1,766 

3,443 

362,961 

8,485 

629 

16,854 

25,968 

27,361 

21,278 

6,566 

41,108 

6,027 

6,768 

109,108 

7.571 

8.589 

4.241 

248.027 

3.929 

19.712 

292.069 

423.590 


207.269 


262.531 


3.371.668 


69.499 


663.274    4.997.831 


EQUIPMENT  AND  INTANGIBLE  ASSETS 
Equipment 
Intangible  Assets 
Total 


3,911 
3.730 


7.641 


60,073 

828 

60.901 


22,260 
1.996 


24.256 


98,786 
4.625 


103.411 


10,071 

3.299 

13.370 


8,431 
4.167 


12.598 


203,532 

18.645 

222.177 


LOCAL  ASSISTANCE 
From  State  Sources 
Total 


95.000 


95.000 


95.000 


95.000 


GRANTS 

From  State  Sources 
Total 


652.763 
652.763 


18.000 


18.000 


416.900 
416.900 


1.087.663 
1.087.663 


TRANSFERS 
Accounting  Entity  Transfers 
Total 


21.367.879 
21.367.879 


21.367.879 
21.367.879 


DEBT  SERVICE 
Bonds 
Leases 
Total 


10.634 


10.634 


1.143 


1.143 


355,065 

2.564 

357.629 


8.927 


8.927 


1.544 
1.544 


6.085 


6.085 


355,065 

30.897 

385.962 


TOTAL  PROGRAM  EXPENDITURES 


>  1.675.679 


$  904.102 


t23.365.292 


$  7.399.858 


$402.854   $2.298.091 


$36.045.876 


GENERAL  FUND 

Budgeted  $  1,317,740 

Actual  1.258.875 

Unspent  Budget  Authority       $    58.865 

SPECIAL  REVENUE  FUND 

Budgeted  $   422,591 

Actual  A16.804 

Unspent  Budget  Authority       $ 


$2,476,662 

904.102 

5.787    $1.572.560 


38,280 
27.525 


10.755 


$29,467,800 

23.337.767 

$  6.130.033 


$  2,374,240 

2.344.893 

$    29.347 


$13,041,722 

5.054.965 

$  7.986.757 


$137,703 
133.548 
$  4.155   $ 


$270,101 

269.306 

$    795 


482,251 
480.577 
1^74 


$4,265,674 

1.817.514 

$2.448.160 


$  4,350,214 
4.245.418 
$   104^96 


$49,944,550 

31.800.458 

$18.144.092 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the 
financial  schedules  beginning  on  page  A-8. 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 
SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  AND  TRANSFERS  OUT  BY  OBJECT  AND  FUND 

BUDGET  AND  ACTUAL 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1991 


PERSONAL  SERVICES 
Salaries 

Other  Compensation 
Employee  Benefits 
Total 


Centralized 
Services 

$  975,419 

4,050 

214.826 

1.194.295 


Oil  &  Gas 
Regulation 

$  469,887 

5,250 

106.679 

581.816 


Conservation 
Resource 

Development 
Division 

$   459,794 

913 

104.809 

565.516 


Water 

Resources  & 

Planning 

$2,887,509 

500 

649.452 

3.537.461 


Reserved 

Water  Rights 

Compact 

Commission 

$219,301 

8,847 

48.510 

276.658 


Energy 
Planning 

$  914,137 

205.359 
1.119.496 


Total 

$  5,926,047 

19,560 

1.329.635 

7.275.242 


OPERATING  EXPENSES 
Other  Services 
Supplies  &  Materials 
Communications 
Travel 
Rent 

Utilities 

Repair  &  Maintenance 
Other  Expenses 
Total 


77,078 

185,209 

143,276 

1,433,304 

34,004 

549,571 

2,422,442 

15,650 

18,584 

8,393 

82,946 

2,669 

12,878 

141,120 

23,490 

31,990 

30,029 

149,020 

10,699 

44,673 

289,901 

18,496 

22,010 

46,939 

86,842 

21,762 

72,147 

268,196 

241,272 

6,488 

3,750 

86,988 

2,182 

7,380 

348,060 

8,534 

584 

11,453 

20,571 

25,501 

15,565 

3,407 

39,057 

4,423 

5,086 

93,039 

6.235 

7,167 

4,137 

63.914 

2.309 

17.436 

101.198 

407.722 


295.547 


240.515 


1.953.524 


78.048 


709.171 


3.684.527 


EQUIPMENT  AND  INTANGIBLE  ASSETS 
Equipment 
Intangible  Assets 
Total 


8,212 
3.483 


11.695 


22,404 

929 

23.333 


19,132 
2.037 


21.169 


70,614 

7.821 

78.435 


1,562 
3.479 
5.041 


20,106 

6.641 

26.747 


142,030 

24.390 

166.420 


LOCAL  ASSISTANCE 
From  State  Sources 
Total 


95.000 


95.000 


95.000 


95.000 


GRANTS 

From  State  Sources 
From  Federal  Sources 
Total 


4,111,400 
4.111.400 


5,000 


5.000 


1,116,945 

500 

1.117.445 


5,233,345 

500 
5.233.845 


TRANSFERS 
Accounting  Entity  Transfers 
Total 


9.872.528 
9.872.528 


9.872.528 
9.872.528 


DEBT  SERVICE 
Bonds 
Leases 
Total 


10.712 
10.712 


980 


980 


370,725 

2.319 

373.044 


10.712 
10.712 


1.829 
1.829 


6.107 


6.107 


370,725 
32.659 

403.384 


TOTAL  PROGRAM  EXPENDITURES 


$1.624.424 


$  901.676 


$15.279.172 


$5.585.132 


$361.576 


$2.978.966 


$26.730.946 


GENERAL  FUND 
Budget 
Actual 
Unspent  Budget  Authority 

SPECIAL  REVENUE  FUND 
Budget 
Actual 
Unspent  Budget  Authority 


$1,249,254 

1.207.940 

$   41.314 


419,214 

416.484 

2.730 


$1,401,843 

901.676 

$  500.167 


75,184 
73.159 


2_j025 


$18,426,927 
15.206.013 


$3, 


220^14 


$2,634,273 

2-557.277 

$   76.996 


$8,703,680 

3.027.855 

$5.675.825 


$179,116 

132.267 

$  46.849 


$281,018 

229.309 

$  51,709 


513,572 

460.301 

53.271 


$7,604,276 

2.518.665 

$5.085.611 


$  4,651,399 

4.430.944 

$   220.455 


$36,836,958 

22.300.002 
$14.536.956 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
schedules  beginning  on  page  A-8. 


Additional  information  is  provided  in  the  notes  to  the  financial 
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Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  1992 


Sommaiy  of  Significant 
Accounting  Policies 


Basis  of  Accounting 


The  department  uses  the  modified  accrual  basis  of  accounting,  as 
defined  by  state  accounting  policy,  for  its  Governmental  Funds. 
In  applying  the  modified  accrual  basis,  the  department  records: 


Revenues  when  it  receives  cash  or  when  receipts  are 
measurable  and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  department 
incurs  the  related  liability  and  it  is  measurable. 

Expenditures  may  include:  entire  budgeted  service  contracts 
even  though  the  department  received  the  services  in  a 
subsequent  fiscal  year;  goods  ordered  with  a  purchase  order 
before  fiscal  year-end,  but  not  received  as  of  fiscal  year-end; 
and  equipment  ordered  with  a  purchase  order  before  fiscal  year- 
end. 

State  accounting  policy  also  requires  the  department  to  record 
the  cost  of  employees'  annual  leave  and  sick  leave  when  used  or 
paid. 


Basis  of  Presentation 


The  financial  schedule  format  is  in  accordance  with  the  policy  of 
the  Legislative  Audit  Committee.   The  financial  schedules  are 
prepared  from  the  Statewide  Budgeting  and  Accounting  System 
without  adjustment.  Accounts  are  organized  in  funds  according 
to  state  law.  The  department  uses  the  following  funds: 


Governmental  Funds 


General  Fund  -  to  account  for  all  financial  resources  except 
those  required  to  be  accounted  for  in  another  fund. 


Special  Revenue  Fund  -  to  account  for  the  proceeds  of  specific 
revenue  sources  that  are  legally  restricted  to  expenditure  for 
specified  purposes.  The  Special  Revenue  Fund  at  the  depart- 
ment includes  federal  funds  from  the  Department  of  Energy 
including  Bonneville  Power  Administration,  and  state  funds 
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Notes  to  the  Financial  Schedules 


from  resource  indemnity  trust  interest  and  coal  severance  tax 
revenue. 

Debt  Service  Fund  -  to  account  for  the  accumulation  of 
resources  for,  and  the  payment  of  General  Long-Term  Debt 
Principal  and  Interest.  The  department  uses  this  fund  for  the 
bonds  issued  to  provide  funding  for  water  development  projects. 


Annual  and  Sick  Leave 


Employees  at  the  department  accumulate  both  annual  and  sick 
leave.   Employees  are  paid  for  100  percent  of  unused  annual  and 
25  percent  of  unused  sick  leave  credits  upon  termination. 
Accumulated  unpaid  liabilities  for  annual  and  sick  leave  are  not 
reflected  in  the  accompanying  financial  schedules.   Expenditures 
for  termination  pay  currently  are  absorbed  in  the  annual  opera- 
tional costs  of  the  department.   At  June  30,  1992,  the  department 
had  liabilities  of  $785,192  for  annual  and  sick  leave. 


Pension  Plan 


Employees  are  covered  by  the  Montana  Public  Employees' 
Retirement  System.   The  department's  contributions  to  these 
plans  were  $375,287  and  $404,514  for  fiscal  years  1990-91  and 
1991-92. 


General  Fund  Balance 


The  General  Fund  is  a  statewide  fund.   Agencies  do  not  have  a 
separate  General  Fund  since  their  only  authority  is  to  pay  obli- 
gations from  the  statewide  General  Fund  within  their  appro- 
priation limits.  Thus,  on  an  agency's  schedules  the  General  Fund 
beginning  and  ending  fund  balance  will  always  be  zero. 


Direct  Entries  to  Fund 
Balance 


The  majority  of  the  $196,548  direct  entry  to  General  Fund 
balance  for  fiscal  year  1990-91  resulted  from  a  reversion  to  the 
General  Fund  from  the  Alternative  Energy  Program.  The  rever- 
sion was  authorized  by  the  1989  Legislature.   The  direct  entries 
to  fund  balance  in  the  Special  Revenue  Fund  and  the  Debt 
Service  Fund  reflect  the  net  amount  of  the  following  trans- 
actions: 
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Approximately  $3.5  million  in  fiscal  year  1990-91  and  $7  million 
in  fiscal  year  1991-92  of  equity  was  transferred  from  the  State 
Special  Revenue  Fund  to  the  Debt  Service  Fund.  The  transfers 
relate  to  water  development  bonds.   Proceeds  from  water 
development  bonds  are  recorded  in  the  Special  Revenue  Fund. 
Loans  are  made  for  water  development  projects  from  the  bond 
proceeds  recorded  in  the  Special  Revenue  Fund.   The  loans 
receivable  are  then  transferred  to  the  Debt  Service  Fund  to 
accumulate  funds  to  pay  for  the  outstanding  bonds. 


Bonds 


The  department  has  issued  bonds  backed  by  a  pledge  of  coal 
severance  taxes.   Information  related  to  outstanding  bonds 
appears  below  (in  thousands). 


Coal  Severance  Tax  Bonds       Series 


Water  Dev.  Program 
Water  Dev.  Program 
Water  Dev. 
Water  Dev. 
Broadwater 
Water  Dev. 


Program 
Program 
Power  Project 
Program 


Broadwater  Power  Project 


1985A 
1987C 
1988A 
1989A 
1990A 
1990B 
1991A 


Total   Special   Revenue  Bonds 


Amount 
Issued 

$16,865 
1,215 
1,720 
6,000 
3,800 
9,625 
21.735 

$60.960 


Bond 

Maturity 

Date 

2006 
2008 
2009 
2010 
2002 
2007 
2018 


Balance 
6/30/92 

$  10,765 
1,100 
1,590 
5,680 
3,580 
9,270 
21.735 

$  53.570 


Subsequent  to  June  30,  1992,  two  bond  series  were  issued.  The 
department  issued  $1 1,955,000  in  Coal  Severance  Tax  Bonds 
(Series  1992A)  on  December  1,  1992,  for  the  Water  Development 
Program.   Proceeds  from  the  sale  of  these  bonds,  together  with 
certain  funds  on  hand,  were  used  to  fully  redeem  $10,765,000  in 
outstanding  Coal  Severance  Tax  Bonds,  Series  1985A. 

The  department  issued  $9,375,000  in  Coal  Severance  Bonds 
(Series  1992B)  on  December  17,  1992  for  the  Water  Development 
Program.   Proceeds  from  the  sale  of  these  bonds  will  fund  new 
projects. 
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7.      Budgeted  Program 
Expenditures  Fiscal 
Year  1990-91 


Conservation  and  Resource  Development  Division  Grants  from 
state  sources  for  fiscal  year  1990-91  is  for  Renewable  Resource 
Development  Grants  and  Reclamation  and  Development  Grants. 
Of  the  $4,1 11,400  recorded,  the  amount  represents  both  current 
projects  and  expenditure  accruals  for  contracted  projects  which 
will  be  completed  at  a  future  date. 


8.     Accounting  Entity 
Transfers 


Conservation  and  Resource  Development  -  The  majority  of  the 
expenditures  recorded  as  accounting  entity  transfers  for  fiscal 
years  1990-91  and  1991-92  are  transfers  from  Special  Revenue 
Fund  bond  proceeds  accounts  to  Debt  Service  Fund  accounts  to 
make  principal  and  interest  payments.   Fiscal  year  1990-91 
accounting  entity  transfers  of  $9,872,528  represent  a  transfer  of 
1990B  refunding  series  bond  proceeds.   Fiscal  year  1991-92 
accounting  entity  transfers  of  $21,367,879  represent  a  transfer  of 
1991 A  refunding  series  bonds  proceeds.  Such  transfers  are 
required  by  statute  and  the  particular  bonds'  indentures. 
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DEPARTMENT  OF  NATURAL  RESOURCES 
AND  CONSERVATION 


MABC  RACICOT,  (SOVERNOR 


STATE  OF  MONTANA' 


DIRECTOR'S  OFFICE  (406)  444-6699 
TELEFAX  NUMBER  (406)  444-6721 


LEE  METCALF  BUILDING 
1520  EAST  SIXTH  AVENUE 


POBOX  202301 
HELENA,  MONTANA  59620-2301 


April   7,    1993 


APR 


7  looc- 


Mr.  Scott  A.  Seacat 

Legislative  Auditor 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  MT  59620 

Dear  Scott: 

As  your  staff  requested,  I  am  enclosing  our  written  comments  to 
the  financial  audit  of  the  Department  of  Natural  Resources  and 
Conservation  for  the  two  years  ended  June  30,  1992. 

I  thank  you  and  your  staff  for  the  consideration  our  comments 
were  given  during  the  discussion  of  this  report  and  for  the 
courteous  and  professional  manner  in  which  the  audit  was 
conducted. 


Sincerely, 

Mark  A.  Simonicii 
Director 


Enclosure 
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CENTBALIZED  SERVICES 

CONSERVATION  k  RESOURCE 

ENERGY 

OIL  AND  GAS 

WATER  RESOURCES 

DIVISION 

DEVELOPMENT  DIVISION 

DIVISION 

DIVISION 

DIVISION 

(40«l  444^700 

(406)444-6867 

1406)  444-6697 

(406)444-667i 

(406)444-6601 

DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 
COMMENTS  ON  THE  LEGISLATIVE  AUDIT  FINDINGS  AND  RECOMMENDATIONS 


Following  are  the  responses  of  the  Department  of  Natural 
Resources  and  Conservation  to  the  findings  and  reconunendations 
presented  in  the  financial  audit  report  for  the  two  fiscal  years 
ended  June  30,  1992. 

RECOMMENDATION  #1 

WE  RECOMMEND  THE  DEPARTMENT  RECOVER  INDIRECT  COSTS  AS  REQUIRED  BY 
LAW. 

RESPONSE: 

The  department  concurs.   We  will  make  every  reasonable 
effort  to  recover  "to  the  fullest  extent  possible"  the 
indirect  costs  associated  with  managing  federal  programs  in 
future  grant  applications. 

RECOMMENDATION  #2 

WE  RECOMMEND  THE  DEPARTMENT  ACCRUE  EXPENDITURES  AT  FISCAL  YEAR- 
END  FOR  ALL  VALID  OBLIGATIONS  AS  REQUIRED  BY  STATE  LAW  AND 
POLICY. 

RESPONSE; 

The  department  concurs.   We  will  make  every  effort  to  avoid 
fiscal  year-end  accrual  errors.   This  error  will  be 
corrected  for  the  current  year  before  fiscal  year-end. 

RECOMMENDATION  #3 

WE  RECOMMEND  THE  DEPARTMENT  CONTINUE  TO  WORK  WITH  THE  ACCOUNTING 
BUREAU  TO  ENSURE  THE  PROPER  ACCOUNTING  FOR  TRANSACTIONS  INVOLVING 
DEFAULTED  LOANS. 

RESPONSE: 

The  department  concurs .   The  department  did  consult  with  the 
Accounting  Bureau  at  the  time  this  transaction  was  recorded 
improperly.   However,  at  that  time,  this  type  of  transaction 
was  still  rare  in  state  government  and  no  policy  existed  on 
the  proper  method  for  recording.   Unfortunately,  the  method 
agreed  upon  was  incorrect.   In  order  to  avoid  future 
problems  the  department  agrees  to  contact  the  Accounting 
Bureau  by  fiscal  year-end  and  arrive  at  a  policy  for 
correctly  recording  such  transactions . 
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RECOMMENDATION  #4 

WE  RECOMMEND  THE  DEPARTMENT  PREPARE  AND  SUBMIT  THE  ANNUAL 
PETROLEUM  VIOLATION  ESCROW  EXPENDITURE  REPORT  WITHIN  THE  TIME 
REQUIRED  BY  FEDERAL  REGULATION. 

RESPONSE! 

The  department  concurs .   The  department  prepares  quarterly 
financial  status  reports  for  federal  programs  in  addition  to 
the  annual  reports.   Two  of  the  programs  funded  by  the 
Petroleum  Violation  Escrow  Account  (saf flower  as  a  petroleum 
substitute  and  the  state  building  program)  have  received 
national  awards  from  the  U.S.  Department  of  Energy  as 
Outstanding  State  Energy  Grant  Projects.   An  increase  in 
workload  with  decreasing  resources  caused  by  the  state's 
current  economic  situation  makes  it  impossible  to  assign  a 
high  priority  to  eveiry  task.   The  department  will  give  these 
annual  reports  a  higher  priority  and  commit  to  approving 
compensatory  time  as  necessary  to  complete  the  task  as 
required  by  federal  regulation. 

RECOMMENDATION  #5 

WE  RECOMMEND  THE  DEPARTMENT  NOTIFY  STATE  REVOLVING  FUND  LOAN 
RECIPIENTS  THAT  THE  LOANS  ARE  SUBJECT  TO  FEDERAL  AUDIT 
REQUIREMENTS . 

RESPONSE; 

The  department  concurs.   Loan  recipients  will  receive 
written  notification  of  the  federal  audit  requirements  at 
the  time  of  loan  closing.   Those  who  have  already  received 
loans  will  be  notified  immediately. 
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